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DEFENSE SCIENCE 
BOARD 


MEMORANDUM FOR UNDER SECRETARY OF DEFENSE (ACQUISITION AND 
TECHNOLOGY) 


SUBJECT: Report of the Defense Science Board Task Force on Outsourcing and 
Privatization 


I am pleased to forward the final report of the Defense Science Board Task Force on 
Outsourcing and Privatization, which was chaired by Philip A. Odeen and co-chaired by 
Morton Meyerson. This study was chartered to develop recommendations on ways DoD 
could use outsourcing as an important tool to free up substantial funds to support defense 
modernization needs. 


The Task Force’s key findings are summarized in the attachment, which responds to 
the specific questions raised in the Task Force Terms of Reference. While the Services 
and Defense Agencies are making progress in developing outsourcing programs, a 
broader, more aggressive outsourcing effort is needed. A clearer, more focused set of 
policies and programs are required to take full advantage of the potential to use 
outsourcing to reduce costs and enhance the effectiveness of the Department’s support - 
activities. Finally, support from the Executive Branch and the Congress is needed if DoD 
is to exploit fully the rapidly evolving outsourcing resources of the commercial sector. 


I concur with the Task Force’s conclusions and recommendations regarding the broad 
use of outsourcing in DoD. The savings potential is very great -- $10 billion or more in 
annual savings by the year 2002. Moreover, the recommendations provide a number of 
positive steps toward a higher quality and more responsive support structure, which will 
provide the warfighter with the support needed to achieve maximum advantage on the 
battlefield. As you know, this support structure for the 21" Century forces was outlined 
in the recently completed 1996 DSB Summer Study. This Task Force is fully supportive 
of and consistent with that effort. 


Craig L.Oeld 


Attachment 


OFFICE OF THE SECRETARY OF DEFENSE 
3140 DEFENSE PENTAGON 
WASHINGTON, DC 20301-3140 


DEFENSE SCIENCE 
BOARD 


August 27, 1996 
Memorandum for Chairman, Defense Science Board 


Subject: Final Report of the Defense Science Board Task Force on Outsourcing and 
Privatization 


Attached is the final report of the Defense Science Board Task Force on Outsourcing 
and Privatization. This DSB Task Force was charged to develop recommendations for ways 
DoD can use outsourcing as a tool to reduce the cost of the support structure while 
simultaneously enhancing support effectiveness. The Task Force addressed all aspects of 
the Terms of Reference and broadened the assessment to cover other related areas of 
relevance to DoD. The report in draft was discussed with a number of senior officials in 
OSD and the Services. Whenever possible, we incorporated their comments. The report 
has also been reviewed by Dr. Jacques Gansler and Mr. Robert Parker, and their suggested 
changes have been made. 


Outsourcing is expanding rapidly in the private sector, and a robust new industry 
has developed to provide a wide range outsourcing services to U. S. companies (revenues 
are estimated at $100 billion per year). While cost savings are a factor in the growth of 
outsourcing, access to better technology and better qualified people is the primary reason. 
Moreover, many companies have turned to outsourcing to free up the time and energies of 
management to focus on the companies’ core competencies. Public sector entities at the 
state and local level as well as at the Federal level have demonstrated the value of 
outsourcing in terms saving money (30% plus savings) and providing better, more 
responsive service. 


The Task Force believes that all DoD support functions should be contracted out to 
private vendors except those functions which are inherently governmental, are directly 
involved in warfighting, or for which no adequate private sector capability exists or can be 
expected to be established. Most defense agencies are prime outsourcing candidates. 
Specifically, the Task Force recommends that DoD consider outsourcing major portions of 
the Defense Commissary Agency (DeCA), the Defense Information Systems Agency 
(DISA), and the Defense Finance and Accounting Agency (DFAS) as initial steps toward 
streamlining DoD's support infrastructure. Many support functions performed primarily by 
military personnel (e.g., individual training and support services in military hospitals) are 
also ripe for outsourcing. 


oo 


OFFICE OF THE SECRETARY OF DEFENSE 
| 3140 DEFENSE PENTAGON 
WASHINGTON, DC 20301-3140 


DEFENSE SCIENCE 
BOARD 


Chairman, Defense Science Board 
August 27, 1996 
Page Two of Two 


The Task Force is convinced that an aggressive DoD outsourcing initiative will 
improve the quality of support services at significantly reduced costs. In fact, the Task 
Force recommends that the Secretary of Defense set a target for the year 2002 to 
generate up to $10 billion or more in outsourcing related savings to fund the badly needed 
expansion of investment programs for DoD. This will require: 


@ Changes in Defense policies and procedures to facilitate outsourcing 
Relief from legislative impediments and regulatory constraints 
Improvements in Defense contracting procedures and incentives to encourage 


greater reliance on outsourcing. 


As we stated in our DSB Summer Study report last year, "A revolution in DoD 
business affairs is needed to pay for the revolution in DoD military affairs.” | believe this 
report provides a blueprint for a major element of that revolution and will serve as a key 
factor in DoD's effort to build a 21st Century support structure as recommended by the 
1996 DSB Summer Study. 


We would like to thank the Task Force members and the government advisors for 
their hard work on this report. In addition, we commend the support of Dr. Goodman and 
his staff (especially Julia Vindasius), the DSB secretariat, and the contractor support 
provided by Coopers & Lybrand and TASC. The quality of this report is a direct result of 
their contributions. 


A draft letter to Dr. Kaminski is enclosed for your use in forwarding the report. If 
you have questions, please contact me. 


Philip A. Odeen 
Chairman 


PAO/mrm 


Enclosure 
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THE UNDER SECRETARY OF DEFENSE 


3010 DEFENSE PENTAGON 
WASHINGTON, D.C. 20301-3010 


OF 
WORLD WAR 1 
Ps SN 4 47 ~ 


OCT 4 6 1995 


ACQUISITION AND 
TECHNOLOGY 


MEMORANDUM FOR CHAIRMAN, DEFENSE SCIENCE BOARD 


SUBJECT: Terms of Reference—Defense Science Board Task Force on Privatization 
and Outsourcing | 


You are requested to form a Defense Science Board Task Force on Privatization and 
Outsourcing as a strategy to effect cost savings, quality improvements, and increased 
efficiencies for DoD activities while releasing financial and human resources for 
readiness and modernization. Work should begin as soon as possible, with the Task 
Force providing an interim report by February 1, 1996 and a final report by May 1, 1996. 


The Task Force shall address the following issues related to outsourcing and 
privatization: 


1. In the last 40 years, an active private sector has developed that has the capability to 
perform many DoD functions now exclusively performed by DoD. What activities is 
DoD currently doing that could be performed by the private sector with greater 
efficiency, at lower cost, with higher quality? What DoD functions should receive 
priority attention? A broad range of DoD functions should be considered including, 
but not limited to, depot maintenance, materiel management, housing, base 
commercial activities, education and training, finance and accounting, and data 
centers. 


2. Based on private sector experience, what levels of savings can be expected? How 
long will it take for savings to be realized and what, if any, up front costs or 
investment will be required? 


3. It is likely that there will be tensions between political imperatives driving the 
government and financial considerations driving the private sector. Since the specifics 
of DoD’s privatization plans will impact the chances for success, what terms and 
conditions will encourage or discourage commercial entities from competing for 
opportunities? 


4. What process should DoD follow to carry out an effective privatization and 
outsourcing program? What lessons can be drawn from the private sector experience 
about implementing an outsourcing plan? What personnel, accounting, or other 
organizational implications for implementing privatization should DoD take into 
consideration? 


| 5. What specific actions should DoD take over the next year to accelerate the shift to 
privatization and outsourcing? The Task Force will provide a plan with specific 
recommended actions and time tables. 


In addition to assessing experience in the commercial world, the Task Force will examine 
other public sector models, including experience in the UK (shipyard and depot 
privatizing) and US state and local government (various outsourcing actions). The Task 
Force will portray the totality of the value of privatization and outsourcing to the DoD. 


This Task Force will be sponsored by the Assistant Secretary of Defense for Economic 
Security (ASD-ES) Josh Gotbaum. Mr. Philip A. Odeen will serve as the Chairman of 
the Task Force. Ms. Julia Vindasius, White House Fellow assigned to the Office of the 
Secretary of Defense (OSD) will serve as the Executive Secretary. Major(P) T. Van 
Horn, USA, will serve as the Defense Science Board Secretariat representative. 


This Task Force will be operated in accordance with the provisions of P.L. 92-463, the 
“Federal Advisory Committee Act,” and DoD Directive 5105.4, the “DoD Federal 
Advisory Committee Management Program.” It is not anticipated that this Task Force 
will need to go into any “particular matters” within the meaning of Section 208 of Title 
18, U.S. Code, nor will it cause any member to be placed in the position of acting as a 
procurement official. 


Paul G. Kaminski 
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Mr. Jim DeFrancia@ 
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Mr. Bob Dickhaus@ 
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Westinghouse Electronics Group 


Dr. Bob Kaplan @ 
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Mr. Mort Meyerson @ 
Perot Systems 


LTG John Moellering, USA (Ret) # 
UNC Aviation Services 


Mr. Robert Murray @ 
Center for Naval Analyses 


RADM Dave Oliver, USN (Ret) @ 
Westinghouse Electric Systems 


Mr. Bryan Rowe @ 
General Electric 
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Mr. Larry Seifert @ 
AT&T 
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McKinsey & Co., Inc. 
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